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KEY ECONOMIC INDICATORS: AFGHANISTAN 


All Values in USS Million Unless Otherwise Stated 
Exchange Rate: U.S. $1 = 45.3 Afghanis 


Estimate 


1353 1354 1355 
1974-75 1975-76 1976-77 


Income, Production & Employment 


GNP at Current Prices? 


GNP at Constant Prices 


Per Capita GNP, 
Current Prices (S$) 


Labor Force (millions) 

Money & Prices 

Money Supply 

Consumer Price Index (1970=100) 

Balance of Payments & Trade 

Gold & Foreign Exchange Reserves . 132,435 
External Public Debt (disbursed) 990 
Annual Debt Service 31 
Balance of Payments (Surplus) 45 


Balance of Trade 


Exports, FOB NA 
US Share NA 


Imports, FOB NA 
US Share NA 


1. Source: Afghan Seven-Year Plan. These figures are somewhat higher 
than most estimates which give Afghanistan a GNP of about 1.5 billion 
and a per capita income of $80 = $100. 





Although reliable economic indicators are difficult to cite for 
Afghanistan, the country enjoyed a comparatively good year in 1976. 
Fiscal and monetary indicators were favorable, although economic 
growth over the past few years has been modest. 


The Afghan Seven-Year Plan charts a course for the economy over 

the next few years, with emphasis on the development of heavy 
industry, transportation, and irrigation. New projects will need to 
be accomplished with foreign contractors, so opportunities for 
American firms will exist in a number of areas. The private sector 
is relegated to a secondary role in the Seven-Year Plan, but 
investment opportunities exist in export-oriented agri-business and 
other small and medium scale industries. 





CURRENT ECONOMIC CONDITIONS 


Reliable economic indicators are difficult to cite for Afghanistan, 
but the country enjoyed a comparatively good year in 1976. Economic 
growth, estimated at an average of 2.4 percent over the last seven 
years, continued to be modest, but financial factors such as the 
balance of payments and foreign exchange reserves were favorable, 


The remarkable event of the year was the appreciation of the Afghani 
against foreign currencies. In January 1976, the exchange rate 
stood at 57 Afghanis to $l. By October, the rate was down to 42 
Afghanis to $1. The increased value of the Afghani might have been 
expected to create balance of trade difficulties for the country, 
but these effects were mitigated by a special export exchange rate 
of 56 Afghanis to $1 maintained by the government for most of 1976. 
The export exchange rate has now been reduced to 48 Afghanis to the 
dollar, raising the price of Afghan exports by about 14 percent, The 
potential adverse effect of this price increase is not, as yet, 
discernible. Likewise, the appreciation of the Afghani, by making 
imports cheaper, should have stimulated imports; but, in fact, no 
marked increase has been observed, possibly because only a small 
percentage of the population is affluent enough to purchase imported 
goods in any quantity. There are also indications that substantial 
currency hoarding is taking place. 


The reasons for the strength of the Afghan currency are not totally 
clear, but the most important factor is probably remittances of 
currency and goods from Afghan workers employed in Iran and other 
Gulf states. The number of Afghans in Iran and the amount of their 
remittances is unknown, but it is evidently substantial. 


Financial factors,apart, the great majority of Afghans make their 
living from agriculture which contributes about 56 percent of Gross 
National Product and 75 percent of the export earnings of the 

country. Although production estimates for agricultural crops in 
1976 are not yet available, it appears that 1976 was a good crop year. 
Preliminary estimates of exports during’1976 show large increases 

in earnings from cotton, raisins, and karakul (persian lamb) skins. 


The health of the agricultural sector, and thus the economic well=- 
being of the country, is largely dependent upon adequate precipitation 
in the form of winter snowfall and spring rains. As yet, the outlook 
for 1977 cannot be predicted. 


The Seven-Year Plan 


The publication of Afghanistan's Seven-Year Economic and Social 
Development Plan for the years 1976 to 1983 provides insight into 
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the priorities of the Government of Afghanistan (GOA) during the 
next few years and also points to potential opportunities for 
U. S. investment, products, and services. 


The Seven-Year Plan establishes ambitious goals of economic growth 

for Afghanistan. The GNP annual growth rate is targeted for a 

6.3 percent during the Plan, substantially greater than that of the past. 
To achieve this target, large increases in expenditures on economic 
development are programmed in virtually every sector of the economy. 
Foreign assistance, in particular, is expected to finance a large 

share of new development projects. 


The emphasis on the Plan is on the development of transport and 
industries. The largest project in the Plan is the construction 

of the Afghan Railway (Afghanistan does not have any railroads 

at present) which will cost over one billion dollars. Iranian aid 

is expected to help finance the cost of the railroad and the purchase 
of rolling stock. The exploitation of Afghanistan's mineral wealth 
is also a major component of the Plan. Oil and gas exploration will 
continue throughout the country, but particularly in the North where 
natural gas is now being produced for export to the Soviet Union and 
promising petroleum discoveries have been reported. Corstruction of 
a sm@lting plant to exploit copper reserves near Kabul is an objective 
of the Plan, as is the beginning of work to develop an iron and steel 
industry to exploit a large and rich iron ore deposit in the central 
part of the country. 


A number of large-scale irrigation projects are planned to utilize 
better Afghanistan's limited water resources. The emphasis in the 
agriculture sector is to increase production of export crops such as 
cotton and import substitution crops such as sugar. The country will 
attempt to enhance its basic self-sufficiency in grain, but the Plan 
does not envision grain exports. Exports during the Plan period will 
continue to come principally from the agricultural sector, with cotton 
becoming the largest export earner for the country. Exports of 
natural gas, fresh and dried fruits, carpets, and karakul are other 
major earners; and cement and meat are anticipated to become important 
exports during the Plan, 


The Private Sector 


For several years the private sector has been stagnant with little 
new investment, either foreign or domestic, in new industries. The 
GOA has followed a policy of encouraging private investment through 
tax incentives and other measures, However, these inducements have 
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been counter=balanced by a prevailing air of uncertainty in the 
private sector due to government actions such as the nationalization 
of the banking and insurance sectors and bureaucratic difficulties 
in establishing and profitably operating a business in Afghanistan. 


The Seven-Year Plan briefly outlines the role of the private sector 
in the development of the economy. The Plan foresees a mixed and 
guided economy, with those industries requiring small investments, 
limited "gestation periods," and simple technology being left 

to the private sector. Large key industries will be owned and 
operated by the public sector. The Plan states that a list of 
industrial activities which can be undertaken by domestic and foreign 
investors will be prepared. Agri-business and plastics are two 
industries identified in the Plan in which private investment will 
be welcomed. The Afghan investment law limits foreign ownership of 
industries to 49 percent, so Afghan capital must be mobilized to 
invest successfully. 


Private investment is seen as a relatively minor factor in the 
development of the country, although opportunities for U. S. investors 
will continue to exist, particularly in the promising and, as yet, 
undeveloped agri=business industry. 


Foreign Assistance is Critical to Afghanistan's Development 


The climate for economic development has improved substantially 
during the last several years with assistance offers coming 

from new donors, principally the oil producing countries. Iran 

has offered assistance for economic development which could total 

as much as $1.5 - 2 billion for development projects, ranging from 
river basin development to a new railroad linking the country with 
Iran's transportation network and its Persian Gulf ports. Saudi Arabia 
has offered a total of $65 million in low-interest loans and grants 
and Iraq and Kuwait have extended similar assistance offers. These 
assistance offers could total over one billion dollars in approved 
projects during the life of the Seven-Year Plan, a sum nearly equal to 
the total assistance Afghanistan has received from all sources since 
the beginning of large-scale aid programs in the early 1950's. In 
addition, continuing assistance programs from traditional bilateral 
donors, plus new development projects financed by the World Bank and 
Asian Development Bank, add to the wealth of capital available to 

the country for carrying out its development plans. 


Assuming that the bulk of assistance offers from OPEC countries becomes 

a reality, the critical factor is sufficient GOA resolve and manpower 

to plan, develop and administer large projects. To date, the government's 
performance has been slow and hesitant in getting new projects underway. 





However, activity in the form of feasibility and engineering 
studies, preparation and issuance of tenders, has certainly 
quickened, with several large projects scheduled to begin in 1977. 


Foreign contractors will be necessary to complete most of the larger 
projects which the Afghans plan. 





IMPLICATIONS FOR THE UNITED STATES 


Substantial Opportunities Exist but Patience and Perseverance are 
Required 


Prospects for U. S. exports of services and materials to Afghanistan 
are good for the next several years. Services needed to develop 

new projects will be acquired from foreign firms as will equipment, 
machinery and other products. The reputation of American firms in 
Afghanistan is good; and construction, engineering and consulting 

firms have a competitive chance of obtaining some forthcoming 
feasibility studies, construction and supply contracts. As Afghanistan 
suffers from a shortage of well-trained manpower, engineering exper- 
tise acquired from abroad will be particularly vital to the successful 
realization of its goals during the Seven-Year Plan. 


To take advantage of opportunities, American firms will have to 
exhibit infinite patience and perserverance in dealing with a 
sluggish and, frequently, unresponsive government bureaucracy 
feeling its cautious way forward. 


On the investment side, apportunities are more limited. Most 
industrial expansion will be in the form of government-contracted 
turnkey projects which offer construction, but not investment, 
opportunities. However, some projects may be accomplished on a 
joint-venture basis between the government and private investors. 
The best opportunities for private investment are probably in the 
agri-business sector which is largely undeveloped. Particularly 
attractive to the Afghans are proposed investments in which the 
product can be exported. 
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